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Terminology Department
Conducted by

the

Committee

on

tute of

Terminology
Accountants

of the

American Insti

The committee on terminology submits for consideration and criticism the
following tentative definitions. The committee will welcome the comments of
readers. Letters may be addressed to the committee in care of The Journal
of

Accountancy.

ACCEPTANCE:
In accountancy, an engagement by the person on whom a bill of exchange is
drawn, to pay the bill; usually made by the person writing the word “accepted”
across the bill and signing his name, or simply writing his name across, or at the
end of, the bill.
Acceptances are of three kinds:
1. “General” or “unqualified,” where no limiting words are added.
2. “Special” when expressed as payable at some particular bank.
3. “Qualified” when expressed to be for a less sum than that for which the bill
was originally drawn, or when some variation in the time or mode of pay
ment is introduced.
ACCEPTANCE—TRADE:
An acceptance (q.v.) given in payment for specific goods or services which
have been supplied to the acceptor.
ACCOUNTS PAYABLE—TRADE:
Liabilities on open account for commodities, supplies or expenses used in or
incurred for the regular business of the concern as distinguished from liabilities
(e.g., loans or notes payable) which have arisen from some other cause or have
been converted into some other form.
ACCOUNTS RECEIVABLE:
Amounts due by debtors in the regular course of business which are con
tinually and continuously being converted into some liquid and more available
asset, such as cash, and, therefore, may be expected to result in the collection of
funds from which liabilities may be met.

ACCOUNTS RECEIVABLE—DISCOUNTED:
Accounts receivable which have been conditionally assigned to a bank or
factor at some proportion of their face amount less a discount for deferred date
of collection, and on which, therefore, the concern has some contingent liability.
ACCOUNTS RECEIVABLE—NET:
Accounts receivable from the total of which there have been deducted such
items as freights, discounts, allowances and, particularly, provision for bad and
doubtful accounts, the result being the sum which the accounts receivable may
be expected to yield to the concern.

ACCOUNTS RECEIVABLE—TRADE:
Accounts receivable which represent sales made to customers on open ac
count in the regular course of business, as distinguished from accounts arising
from other sources.
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It is customary to show those which are past due separately from those
which are current and frequently they are "aged” or divided into classes
according to the time they have been due. Amounts due from directors, offi
cers or employees must not be included under this heading.
ACCOUNTS—SECURED:
Secured accounts are those for which the concern holds or has given some
security, such as the retention of title to goods covered by invoices.
Secured accounts should be shown as a separate item on a balance-sheet.
ACCOUNTS—UNSECURED:
Those accounts receivable or payable for which no specific security has been
given.
ALLOWANCES:
These may arise from any one of several causes, such as imperfections, short
quantities, poor quality, etc.
The amount is deductible from the gross sales for the period and should so be
shown. Provision should be made by means of a reserve deductible from
accounts receivable in the balance-sheet, for allowances made or to be made in
respect of such accounts.
ASSETS—OTHER:
Assets which do not belong to any of the recognized balance-sheet classifica
tions, such as fixed assets, current assets, deferred charges, etc. When such an
item appears in a balance-sheet, the particulars should be given.
BOOK VALUE:
The value at which any item appears on the books of a concern whether it
represent cost, cost less depreciation or appraisal.
The book value of each share of (common) capital stock is the sum of the
capital stock account (after deduction of all preferred stocks at their par value
or at liquidation value if without par value) plus surplus accounts and undi
vided profits, divided by the number of shares of (common) stock outstanding.

CAPITAL:
As used in accountancy, capital is the amount of money which the stock
holders, owners or proprietors have invested at any time in a business or ven
ture. It implies ownership and does not, without qualification, include
borrowed money.
CAPITAL STOCK:
The share capital of a corporation, divided into shares and owned by persons,
real or artificial, known as the stockholders.

CAPITAL STOCK—AUTHORIZED:
The amount or number of shares of capital stock which a corporation is al
lowed under its charter to issue.
CAPITAL STOCK—COMMON:
The common stock of a corporation is that class of stock which is not by its
terms limited in the rate or amount of its participation in the form of dividends
in any distribution of earnings after provision has been made for full dividends
on all classes of stock which are by their terms subject to limitation in this
respect.
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CAPITAL STOCK—CUMULATIVE:
Preferred stock on which the dividends, if unpaid, accumulate as a prior
claim upon surplus or profits and, generally, in the event of liquidation upon
assets, before any distribution by way of dividend or otherwise to the common
stock.
CAPITAL STOCK—NO PAR VALUE:
Capital stock in which the shares have no specified value. The book value
of such stock is determined by subtracting from the total assets the total
liabilities plus the par value of preferred stock, if any, or the liquidation value
of preferred stock without par value: the remainder divided by the number
of shares outstanding gives the book value of each share.
CAPITAL STOCK—PREFERRED:
Capital stock which has a claim, or claims, which must be satisfied before
common stock may participate in any distribution. Commonly this preference
gives a first claim to dividends up to a stated percentage and also (but not in
variably) to a preference over common stock in the distribution of assets, when
such occurs.

CAPITAL STOCK—SUBSCRIBED:
The amount of capital stock which persons have agreed to purchase, but for
which they have not fully paid.
CAPITAL STOCK—TREASURY:
Capital stock which has been issued by a corporation and subsequently ac
quired by that corporation through gift, exchange or purchase. It carries no
voting powers and does not share in dividends.
CAPITAL STOCK—UNISSUED:
That portion of the authorized capital stock of a corporation which has not
been issued.
CASH:
In accountancy, and especially in balance-sheets, this word, if unqualified,
may consist of three chief classes of items:
First: Currency in the possession of the concern.
Second: Cash deposited with banks, usually stated as “Cash in bank.”
Third: Cash deposited with banks for some special purpose or subject to
specified conditions. Such items should always be shown separately from the
other classes which are available for any legitimate purposes.
COMMISSION—SELLING:
The amount paid to a person for making sales; it may be a liability, if the
transaction be completed or it may be a contingent liability if the payment
depend upon the collection by the concern of the price of the thing sold. This
distinction should be observed when showing such items in a balance-sheet.
DEBT:
That which is due from one person to another, whether for money, goods or
services and whether payable at the present or at some future time.
DEBTS—BAD:
Debts due to a concern which it is expected will not be paid in full on account
of the failure of the debtor to recognize, or to liquidate, the indebtedness.
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DEDUCTIONS FROM INCOME:
Expenses which have been incurred but which do not represent operating or
manufacturing expenses or the purchase of materials or supplies. The most
usual items are interest on bonds, mortgages, notes payable, etc.

DEFERRED CHARGES:
These represent costs or expenses which are not charged against the income
for the period in which they were incurred, but are set up as assets which are
to be amortized, although they may have no market value or tangible existence.
They may include such items as discount on bond sales or mortgages, expenses
for advertising from which the benefits extend over a future period, premiums
on leases and other charges for which future benefit is expected. They should
not be confused with, and should be shown separately from prepaid expenses.
DEFICIT:
In a general sense a deficiency is a failure to satisfy, or a falling short of, some
requirement.
Specifically, when used in a balance-sheet, it is the amount by which the sum
of the liabilities and the capital invested exceeds the total assets; the loss
resulting from the operations up to the date of the statement.
DISCOUNT:
The difference between a sum due and its present value: an allowance made
for the payment of a sum of money before it is due.
DISCOUNTS:
All discounts are allowances, or abatements, and in commerce are divided
into two classes:
Cash discounts.
Trade discounts.
DISCOUNTS—CASH:
Allowances or abatements made on accounts if/when they are paid before
the due dates, or within some stated period after the date incurred.
In a profit-and-loss statement, cash discounts received are usually included
under the heading of “other income” as they are not profits derived directly
from the operations of the concern.
DISCOUNT—TRADE:
Allowances, or abatements, made to those engaged in certain businesses and
allowable irrespective of the time when the account is paid.
In a profit-and-loss statement, they should be deducted from sales or from
the cost of goods purchased.
EQUIPMENT:
Anything that is used in, or is provided for, the business of a concern, such
as auto equipment, factory equipment, office equipment, etc., but generally
distinguished in accounting from machinery and fixtures.

EXPENSES:
A generic term seldom used without some qualifying word or expression.
EXPENSES—ADMINISTRATIVE:
The expenses incurred in directing or conducting a business as distinct from
the expense of manufacturing, selling, etc. The items included depend upon
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the nature of the business, but usually include salaries of officers, rent of
offices, office and general expenses, etc., etc.
EXPENSES—FACTORY:
The same as manufacturing expense.
EXPENSES—GENERAL:
Those expenses of a concern which do not fall under the head of trading,
manufacturing, or selling, but which apply to the general management.
Sometimes they are shown in a profit-and-loss statement as a separate group
and sometimes they are included in the administrative expenses.
EXPENSES— MANUFACTURING:
The cost of manufacturing, other than material consumed and direct labor.
EXPENSES—SELLING:
All expenses incurred in connection with selling, such as salesmen’s salaries,
commissions and expenses, advertising, selling department salaries and ex
penses, samples, etc.

FREIGHT—OUTWARD:
(a) Freight prepaid on goods shipped out by a concern; it may be chargeable
to customers or may be deductible from sales, according to the terms of sale.
(b) Freight borne by a concern on its shipments of sales to customers, whether
prepaid or paid by customers and charged back to the concern. In the latter
event the amount unsettled at the date of the balance-sheet is shown on the
balance-sheet as a deduction from the “accounts receivable.”

INCOME:
This was defined in The Journal for July, 1922.
As some confusion appears to exist as to the proper term to be used in de
scribing the results of the operations of different classes of businesses, the com
mittee calls attention to the following usages which, it believes, are now well
established.
Earnings applies to the operations of a concern rendering service, as dis
tinguished from one selling commodities (See The Journal, January, 1928).
Profits applies to manufacturing and mercantile concerns.
Income, while sometimes used in connection with corporations, frequently as
applied to net earnings, applies more particularly to the compensation or
profits received by an individual.
INCOME—GROSS:
The gross income from all sources which has accrued, but has not necessarily
been collected, for a given period. It may include sales, rentals, interest,
profits from the sale of capital assets and ascertained excess of reserves which
have been established over the needs of those reserves.
INCOME—FROM INVESTMENTS:
Income derived from money invested by a concern in securities or in some
venture other than that for which it is organized. It forms one of the items in
cluded in “other earnings.”
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INCOME—NET:
The balance remaining after deducting from the gross income all costs,
charges, expenses and losses which have accrued during a given period, together
with the amount of reserves which may have been set up.
INCOME—OTHER:
When appearing in a profit-and-loss statement, this means income arising
from some source other than sales or manufacturing or service for which a
concern is organized.
It includes revenue from investments, interest, discounts and other non
operating sources and is shown separately from the operating revenues of the
concern.

INVENTORY:
A detailed descriptive list of articles or goods. As used in accountancy it
means a list of articles, property or securities showing quantities, descriptions
and values which are held by a concern for sale or for consumption.
An inventory is required by law to accompany certain documents; e.g., an
executor or administrator or receiver must file an inventory with the court to
which he renders account; it is commonly attached to other documents such as
bills of sale, leases of furnished houses.
The use of the word “inventory” as practically synonymous with balancesheet or statement of affairs, is not recommended.
INVESTMENTS:
Any money laid out in a proprietary sense for the purpose of producing profit
or benefit.

INVESTMENTS— CURRENT:
These consist of money temporarily invested in securities of other enterprises,
usually from a temporary surplus of cash over current requirements, or in
securities taken for the payment of debts, and salable without impairment of
the business of the concern.
INVESTMENTS—PERMANENT:
Funds invested in the ownership, or partial ownership of facilities or property,
which cannot be immediately liquidated, either on account of a special agree
ment or because they are necessary for the conduct of the business. They in
clude investments in controlled or affiliated corporations and form a part of the
gross investment of a business enterprise.

LIABILITIES—SECURED:
Liabilities for which the creditors hold any security, either direct or contin
gent. They should be shown separately from the unsecured liabilities, and the
extent to which the assets of the company are encumbered by hypothecation or
otherwise should be indicated.
LIABILITIES—UNSECURED:
Liabilities for which creditors hold no security whatever.
NOTES RECEIVABLE:
While a note receivable may be merely a promise to pay and is not necessarily
negotiable, the term “notes receivable” when used in a balance-sheet means
negotiable notes which the concern has received in the course of business.
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The term may include notes received from officers and employees or from
other sources, but such notes should always be shown separately on the face of
the balance-sheet.

NOTES RECEIVABLE—DISCOUNTED:
Notes receivable which have been assigned or passed by endorsement to a
third party for their face value or some proportion thereof, less a discount for
their unexpired term, and on which the original holder has a contingent liabil
ity, by endorsement or otherwise. They should either be shown separately on
the balance-sheet, with an offsetting liability for the amount received in re
spect of them, or they may be omitted from both assets and direct liabilities and
covered by a notation under contingent liabilities.
NOTES RECEIVABLE—OFFICERS, STOCKHOLDERS, AND EM
PLOYEES:
Notes taken by a concern, usually for advances or in payment for capital
stock. They should always be shown separately from notes received from cus
tomers and the propriety of including them in the “quick assets” depends upon
the circumstances of each case.

NOTES RECEIVABLE—TRADE—CUSTOMERS:
Notes which have been received from customers in payment for goods sup
plied or for services rendered.
They constitute one of the items included under “quick assets” and when
stated in a balance-sheet, the amount of those overdue should be shown sepa
rately from those which are not due.
PURCHASES:
(1) Things which are bought. The term is used chiefly in connection with
the trading account where the word indicates the amount of merchandise which
has been bought.
(2) The word “ purchase ” is also used in connection with the value or worth of
certain assets, e.g., a lease may be bought at ten years purchase, meaning that
the price is ten times the annual rent.

PREPAID EXPENSES:
Those expenses for which settlement has been made but for which the service
has not yet been received by the concern. They represent an investment of
working capital in advance of receiving service and include prepaid rent, pre
paid interest, unexpired insurance and similar items.
PROVISION FOR BAD DEBTS:
An amount deducted from the gross amount of accounts receivable or notes
receivable to provide for bad and doubtful debts.
Usually it is calculated in one of two ways:
1. By taking a percentage of the total sales, against which accounts written off
are charged, the balance remaining representing the reserve against ac
counts receivable.
2. By taking the sum of debts which the officials of the concern do not expect
to collect.

PROVISION FOR FREIGHTS, ALLOWANCES, DISCOUNTS, ETC.:
Deductions made from the total gross amount of accounts receivable to pro
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vide for freights, etc., which will be deducted by customers when invoices are
paid.

PURCHASES—NET:
The gross amount of purchases less returns and trade discounts.
REALTY—REAL ESTATE:
The term “real estate,” or “realty” includes both land and the buildings or
improvements standing thereon; it may also include standing timber and or
chard trees.
In all such cases, the land should be shown separately from anything which
may be thereon as its value does not fluctuate as does that of buildings or
orchards and is not subject to depreciation or appreciation in the sense that
those terms are applied to improvements.

RESERVE FOR BAD DEBTS:
The term “provision for bad debts” (q.v.) is preferable.

RETURNS:
Goods sent to a customer, or received from a vendor, which are returned for
any reason. The total should be deducted from the gross sales or the gross
purchases, as the case may be.
SALE—SALES:
A sale is the exchange of a commodity, right, property or any other subject
of bargain for some consideration. In the terminology of accountancy the
term is used in a somewhat broader sense and agreements to sell are frequently
treated as sales, except in the case of sales of the product of or merchandise
dealt in by a concern as to which only shipments actually made are taken in
as sales. The terms of sale may vary greatly; they may be for cash, or part
cash and part some other consideration; they may include promises to pay, the
assumption of specified liabilities or they may include exchange for other
property. In brief, “sales” includes transactions transferring, or agreeing to
transfer property regardless of the terms, time or method of payment.
SALES— COST OF:
This is determined by taking the sum of the initial inventory and the cost of
purchases, or of manufacturing, and deducting therefrom the closing inventory.
SALES—GROSS:
The total sales as shown by invoices, before deducting returns, allowances,
etc.
SALES—NET:
The gross sales less returns and allowances including allowances for freights,
trade discounts, etc.
WORTH:
The value of something expressed in terms of some standard of equivalency or
exchange; the worth of an article is usually the price it will bring in the market,
but price is not always worth.

WORTH—NET:
The amount by which the total assets of a concern exceed the total liabilities.
The amounts of any reserves required to reduce assets to their actual value
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should be deducted from the assets and reserves for liabilities accrued included
in the liabilities.
In a corporation net worth includes all capital stock outstanding together
with the amounts standing to the credit of surplus accounts and of undivided
profits.
It is usual to deduct goodwill or similar intangible items in arriving at
net worth. For this reason, the use of the expression in balance-sheets is not
recommended.
WORTH—PRESENT:
The present worth of a given sum due at a specified future date is that
amount which invested now at a given rate of interest, the interest being rein
vested at the same rate, as it matures, will amount by the specified date to the
given sum.

139

